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THE QUESTION OF PROPHECY

Editor, The Journal of Accountancy:
Sir: I have just read your editorial on page 89 of the August issue of The
Journal of Accountancy.
I am thoroughly in accord with your position that an accountant should not
prophesy, but I am not at all in accord with the reasons you give for it. I
particularly dissent from such statements as the following:
“The accountant deals with the past. He has nothing whatever to do
with the future.’’
and
“accountancy has always been the science of things done.”

To confirm my belief that this is not the accepted point of view of the leaders
of the accounting profession, I have turned to Accounting Terminology, pub
lished under the auspices of the Institute, and I find the following definitions:
“Accountancy: The profession dealing with methods of recording business
transactions, with the correct statement of financial affairs, with the
guidance of business men in interpreting their accounts, and with the
application of sound accounting principles to future development of
business, as in the preparation of budgets.
The objective is the statement of financial affairs in such a manner as
to give due effect to every material factor, making available all the light
that past accounts can give to assist in planning for the future.
It consists of two processes: synthesis, such as is used in building up or
designing accounts; and auditing, the object of which is to analyze and
verify the results submitted.”
"Accountant: One skilled in the practice of accountancy.”

The statement that the “application of sound accounting principles to future
development of business, as in the preparation of budgets” is a feature of ac
countancy certainly shows the substantial thought among the leaders of the
profession that accountancy does properly look to the future and does have its
proper place in the preparation of budgets. There is here clear recognition that
accounting is not solely concerned in dealing with the past and is not simply
the science of things done.
Objections to prophecy I think are found otherwise than in a conception that
the accountant should merely deal with the past.
Perhaps part of our trouble rests in the definition of “prophecy.” If we take
the primary definition—“A prediction made under divine influence and direc
tion” (The Practical Standard Dictionary)—or if we take a looser definition of
“foretelling the unknown”—we shall, I think, all recognize that this has no
place in accountancy. This, I think, is not true if we use the term simply as
synonymous with “prediction.” To some extent the accountant, as much as
the chemist or other scientist, may make his predictions.
A chemist may predict the results of bringing together certain elements under
certain conditions and say what will or will not result if other elements are in
troduced under the same or changed conditions. He may thus rightly speak,
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and speak as a chemist, regarding what will happen in the future so long as he is
speaking of those features concerning which his knowledge and experience
qualifies him to speak.
There are matters the accountant may state with no less certainty as to the
future than as to the past. The fact that 2 and 2 are 4 will apply to any future
transaction as well as to any that is past, and the accountant I think may
properly so state. I think he may also properly state that if a man has $100 to
account for and shall appropriately spend $10 of it, there will remain $90 for
which he is still accountable. Questions of this kind, but usually in much more
complicated form, do come to the accountant, and I think he may properly
answer them without attempting to distinguish whether they relate to future
or past transactions.
In the field of recommendations, the accountant may go even more broadly
into future questions than he would in the field of prediction. Take, for ex
ample, the question of setting up a petty cash fund, where the accountant is
asked his opinion as to the appropriate amount to be provided. If he finds
that the usual amount of petty cash disbursements to be made will run from
$100 to $150 a week, with no apparent probability that they will exceed this
amount, and with such an organization as would make the signing of reimburs
ing cheques at any time readily practicable, he may properly, I think, based
on his knowledge and experience as an accountant, express his opinion that a
petty-cash fund of $200 should be ample.
In fact, we find a long series of varied business affairs where proper judgment
can only be exercised by bringing the principles of accountancy to bear on their
solution. Budgets clearly come within this class. I have seen case after case
where improper and misleading budgets were prepared because of some viola
tion of basic principles of accounting. The budget of a large concern really in
volves as much accounting as does a statement of its past accounts. It may
even require a keener and more able accountant to detect accountancy errors in
budget preparation than it requires to detect similar errors in the accounts of
past transactions. Unless we admit that accountants may well deal with ac
countancy matters which relate to the future, as well as those which relate to
the past, we should deny to those engaged in budget preparation the accounting
assistance which they must have for the successful conclusion of their important
work.
We come then to the question of the large amount of collateral endeavor
which the accountant finds open to him because he is skilled in accounting and
because he has a knowledge and experience which has come to him in connection
therewith. Take, for example, the work of installing an accounting system.
The accountant is here bringing to bear his knowledge of accountancy and also
his knowledge of men—the amount of work which they can do, and how they
can best do it—and his estimate from the best sources available to him of the
probable requirements for the future. Based on these he makes his recom
mendations as to the records and organization which he believes will meet the
future requirements. I am quite ready to admit that in so doing he goes far
beyond the use of mere accounting knowledge. He must use a large amount of
common sense, judgment of men and affairs and much psychology. But all of
this, I think, is as much a proper part of the work of an accountant as it is for an
engineer in building a bridge to give due consideration to its proper appearance,
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to its location as to probable traffic utility, to the cost of materials and to the
management of his workmen. The engineer will rightly recognize that all of
these are involved in the application of engineering science to human needs.
The accountant, I think, may no less recognize and try to meet the problems
involved in adapting accounting science to business service. Where there is
work which needs to be done and which can only be properly done by the use of
accounting knowledge and experience, I believe it properly falls within the
sphere of the accountant.
Let me here revert to the letter which called forth your editorial in which ref
erence is made to the “prophecy” of the doctor or the lawyer. Thoughtful
doctors and lawyers do not lightly indulge in prophecy. They are very reluc
tant to try to foretell the unknowable. The doctor does not lightly prophesy
the success of his operations. Read a lawyer’s opinions and you will find how
loath he is to state with certainty the result of a suit. Yet the doctor may
recommend an operation, or the lawyer may recommend a suit. In thus bring
ing their professional knowledge and experience to bear on the situation which
confronts them and in stating their opinion as to the appropriate action to be
taken, they are not attempting to prophesy. I think both of these professions
would agree that their members should not attempt to predict the unknowable,
but that does not bar the members of these professions from making recom
mendations which only those skilled in medicine or law can wisely make. Simi
larly, I think the accountant may properly use his knowledge and experience as
a basis for recommending a course of action where such determination must be
made by one having accounting knowledge and experience.
Now directly as to budgets. In my conception the budget is not and should
never be represented as a prophecy. It is rather a plan or program of action,
and may be, and often is, made an authorization for action. Budgets which
are conceived as attempts to foretell the future are apt to fail of such a purpose.
The budget which is conceived as a plan or program of action or is considered as
an authorization for certain expenditures, or for certain expenditures as against
certain receipts, can be made to work successfully. Of course, no accountant
should attempt to certify to the amount which will be receivable in any future
period, or as to the amount of expenditures which will be required to produce a
given amount of revenue. Nor is any officer or manager of the business quali
fied to make such a prophecy. The preparation of the budget involves obtain
ing the best estimates possible as to the probable future income and expenditures
of the business. The opinion of one and another in the organization from sales
manager, purchasing agent, plant managers, up to the president and possibly
the chairman of the board, should be brought to bear on the preparation of the
budget. Yet time after time I have seen these various opinions, each one
perhaps the best obtainable within its particular sphere, brought together into a
budget the results of which were, however, erroneous because of accounting errors.
We can not have proper budgets without the correct application of accounting
principles. Accordingly, budgeting will fail without accountancy. This does
not mean that the accountant will endeavor to substitute an accounting
knowledge or his reading of the accounts of the past in place of the practical
judgment of those better qualified than he is to judge of the probable future
event. It does mean, however, that there is need for the accountant to see
that others in applying their practical judgments have not based them on
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erroneous conceptions of the meaning of past accounts and that they are not
making accounting errors in endeavoring to express their judgments as part of a
budget accounting statement.
I quite agree that the expression “in my opinion” is not sufficient to safe
guard an accountant if he attempts to predict the unknowable future. The
accountant is only justified in stating an opinion if and to the extent that he
has a reasonable basis for forming such an opinion. I think any accountant
who will sit down and carefully set forth in writing what he can say is his ma
tured opinion, so far as he can express an opinion regarding any budget, will
not go far wrong and will not be in danger of entering the field of prophecy.
I think if he does endeavor thus to express in writing his opinion he will find
that it will come down to the fact that, based on the opinions expressed by
those officers or employees of the company which have been furnished to him
and based on his knowledge or examination of the accounts of prior years (and
probably with an assumption that existing conditions, prices, etc., will continue
as at present or will improve or grow worse) he believes that the proposed
budget is a reasonable program for future operations. Each case would, of
course, have its own special circumstances and qualifications to be taken into
account, but in any case I think there will be found no reason for confusion
between the accountant’s work and presentation applicable to a budget state
ment and that applicable to a statement of past transactions and condition.
We certainly should avoid any thought that we as accountants are attempt
ing to prophesy as to the future. It is because I believe this that I have so
strongly opposed any thought that accountants on the balance-sheet should be
considered as endeavoring to predict the probable realizable value of the assets
there stated. Yet I believe that the accountant, without any attempt to
prophesy, may properly participate in the preparation of budget statements
which represent the accounting assemblage of estimates or authorizations for
the future, and in so far as he has a real opinion to express with regard to
such statements he may properly express it, but in such a way as will leave no
good ground for misunderstanding or misconception as to what is his opinion
and in such a way as will not leave him open to the charge of indulging in
prophecy.
I think, therefore, it is a mistake to speak of accountancy and accountants as
dealing only with the past. There is need for accountancy as applied to the
future, and that need is recognized both by the professional accountants and by
the business world. We can and should try to meet that need but without
attempting to engage in prophecy and without stating opinions which will be
misleading or will put us in any unprofessional position.
Yours truly,
Henry B. Fernald
New York, August 9, 1934.
[There is really no difference of opinion between this magazine and Mr.
Fernald. There is a slight difference in interpretation of the word “account
ancy.” The word was employed in the notes of August, 1934, to indicate
merely the science of accountancy of which, we insist, facts are the basis; and
this Mr. Fernald recognizes when he states: “Of course, no accountant should
attempt to certify to the amount which will be receivable in any future period or
as to the amount of expenditures which will be required to produce a given
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amount of revenue. Nor is any officer or manager of the business qualified to
make such a prophecy.”
To include budget making and other extensions of the accountant’s function
as a part of true accountancy is, in our conception, unjustified. In such mat
ters, as we said in August, the accountant is more a business counsellor—and
doubtless a valuable one.
Again, as Mr. Fernald points out, “If he does endeavor thus to express in
writing his opinion he will find that it will come down to the fact that, based on
the opinions expressed by those officers or employees of the company which have
been furnished to him and based on his knowledge or examination of the ac
counts of prior years (and probably with an assumption that existing condi
tions, prices, etc., will continue as at present or will improve or grow worse) he
believes that the proposed budget is a reasonable program for future opera
tions.”—Editor.]
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